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Enclosed you will find an attachment. This particular attachment is the speech 
that I gave at the Public Hearing of Proposed Rates that was held on October 12, 2000. 
Please carefully consider this information. I thank you in advance. 

Sincerely, 

Robert Frohm 



PROJECTION OF EXPENSES 

The April 14, 2000 NPRM and the September 13, 2000 SNPRM utilized 
the following: 

1. Projected Operating Expenses based on 1997 expenses. 
2. Projected Revenue based on 1998 pilotage and detention 

revenue. 
3. Target Pilot Compensation based on the 1999 American 

Maritime Officers Union contract. 
4. Investment Base utilizing the 1997 net book value of 

the Association's fixed assets. 

CFR REOUIREMENTS 

46 CFR 404.1(B) states the following: 

THE DIRECTOR SHALL REVIEW ASSOCIATION AUDIT REPORTS ANNUALLY 
AND, AT A MINIMUM, THE DIRECTOR SHALL COMPLETE A THOROUGH 
AUDIT OF PILOT ASSOCIATION EXPENSES AND ESTABLISH PILOTAGE 
RATES IN ACCORDANCE WITH THE PROCEDURES DETAILED IN SEC 
404.10 OF THIS PART AT LEAST ONCE EVERY FIVE YEARS. 

46 CFR 404 .lO Appendix A - Step 1 states the following: 

THE DIRECTOR PROJECTS THE AMOUNT OF VESSEL TRAFFIC ANNUALLY. 
BASED ON THAT PROJECTION, THE DIRECTOR FORECASTS THE AMOUNT 
OF FAIR AND REASONABLE OPERATING EXPENSES THAT PILOTAGE 
RATES SHOULD RECOVER. THIS CONSISTS OF THE FOLLOWING 
PHASES. 

(A) SUBMISSION OF FINANCIAL INFORMATION FROM EACH 
ASSOCIATION; 

(B) DETERMINATION OF RECOGNIZABLE EXPENSES; 
I;; ADJUSTMENT FOR INFLATION OR DEFLATION; AND 

FINAL PROJECTION OF OPERATING EXPENSES. 

The CFR clearly states that the ratemaking must be based on the 
financial information submitted by each Association annually. 
Nowhere in the CFR is the Director permitted to project expenses 
using the financial data from a variety of years. The CFR 
requires that the 2000 ratemaking be based on actual 1999 data. 

COAST GUARD ACTION 

The Director completed the following audits of District 2 during 
the past five years: 

a. 1995 audit completed during June, 1996. 
E: 1996 1997 audit audit completed completed during during August, August, 1998. 1997. 

:: 1999 1998 audit audit completed completed during during October, August, 2000. 1999. 
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The April 14, 2000 NPRM states the following: 

Each year, the Director determines which Association 
expenses will be recognized for ratemaking purposes. The 
Director may hire an independent CPA firm to review the 
expenses reported by the Association using the guidelines 
contained in 46 CFR 404.05. However, for 1999 this was not 
possible due to the transfer of the Office of the Director, 
Great Lakes Pilotage from the St. Lawrence Seaway 
Development Corporation to the United States Coast Guard, 
and the fact that the position of Economist on the 
Director's staff was vacant for the last half of 1998. To 
determine the reasonable and necessary expenses for the 
purpose of the 1999 Rate Review, we used the Director's I997 
independent audit of the Associations. 

The September 13, 2000 SNPRM states the following: 

The preliminary fieldwork for the Director's 1998 audit of 
the Great Lakes Pilotage Districts was completed in mid- 
October, 1999, The preliminary draft of the final report 
was delivered to the Coast Guard mid-December, 1999. The 
1999 Rate Review was finalized in August of 1999 and routed 
for review and clearance with the Coast Guard in mid- 
September, 1999. 

The CFR only requires the Director to complete a thorough audit 
of Association expenses every five years. If the Director 
decides to complete an audit annually, the results of that audit 
must be available at the time of the rate review and considered 
along with the annual financial information submitted by the 
Associations. Clearly the intent of the CFR is that the Director 
have all relevant information before him at the time of the 
ratemaking. Nowhere in the CFR is the Director permitted to 
project information from a variety of years simply because the 
Director has not conducted the annual audit on a timely basis. 
The Associations would be expected to continue servicing their 
customers while relocating their offices. The Associations 
should not be penalized because of the Office of Great Lakes 
Pilotage's problems. 

A computation of the 2000 rate, based on District 2's audited 
financial statements at December 31, 1999, is included with this 
response. This computation includes the disallowance, with which 
we do not agree, of the same expense items as proposed by the 
Director. The computation shows a rate increase of 1% as opposed 
to the 4% rate decrease proposed in the September 13, 2000 NPRM. 
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A3 Uocurnent Ketneval Yage 1 ot 1 

[Code of Federal Regulations] 
[Title 46, Volume 8, Parts 200 to 4991 
[Revised as of October 1, 19991 
From the U.S. Government Prin.ting Office via GPO Access 
[CITE: 46CFR404.11 

[Page 425) 

TITLE 46--SHIPPING 

DEPARTMENT OF TRANSPORTATION 

PART 404 --GREAT LAKES PILOTAGE RATEMAKING--Table of Contents 

corl 4(?4.1 c:emeral - e . ratsmaklzo provisions. 

(a) The purpose of this part is to provide guidelines and procedures 
for Great Lakes pilotage ratemaking. Included in this part are 
explanations of the steps followed in developing a pilotage rate 
adjustment, the analysis usea, and the guidelines followed in arriving 
at the pilotage rates contained in part 401 of this chapter. 

(b) Great Lakes pilotage rates shall be reviewed annually in 
accordance with the procedures detailed in Appendix C to this part. The 
Director shall review Association audit reports annually and, at a 
minimum, the Director shall complete a thorough audit of pilot 
association expenses and establish pilotage rates in accordance with the 
procedures detailed in Sec. 404.10 of this part at least once every five 
years. An interested party or parties may also petition the Director for 
a review at any time. The petition must present a reasonable basis for 
\=oncltuding that a r eview may be warranted. If the Director determines, 
from the information contained in the petition, that the existing rates 
may no longer be reasonable, a full review of the pilotage rates will be 
conducted. If the full review shows that pilotage rates are within a 
reasonable range of their target, no adjustment to the rates will be 
initiated. 

[SO FR 18370, Apr. 11, 2995, as amended at 61 FR 21084, May 9, 1996. 
Redesignated and amended at 61 FR 32655, June 25, 1996, and further 
redesignated and amended by USCG-1998-3976, 63 FR 35139, 35140, June 29, 
19981 

http://frweb.../get-cfr.cgi?TITLE=46&PARO4&SECTION=l &YEAR=1 999&TYPE=TEX 8/ 1 1 /OO 
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[Code of Federal Regulations] 
:Title 46, Volume 8, Parts 200 to 4991 
IRevised as of October 1, 19991 
From the ;J.S. Government Printing Office via GPO Access 
.CITE: 46CFR404.101 

TITLE 46 --SHIPPING 

DEPARTMENT OF TRANSPORTATION 

'.ART 404 --GREAT LAKES PILOTAGE RATEMAKING--Table of Contents 

(a) Appendix A to this part is a description of the types of 
e-; ;..s - !,Sc?S ,eT:cT,z?s^ 27.3 rhe .T. e:?.odclsqy followed In the development of a 

-- CJ. se p1 ierdqe rate. Rdcemdklnq calculations in appendix A of this part 
= -re indce uslnq the derinitions and formulas contained In appendix B of 
: r; 1 s part. Appendix C of this part is a description of the methodology 
foLiowed LT. the development of annual reviews to base pilotage rates. 
c- - - ctaqe ~37~s ac:daliy rmpiemented may vary from the results of the 
73-Z-;j&tl,'S :n appendices A, B and C of this part, because of 
2 2 ~.3-t.~,_~r.: 5 .J; : .h 'Ysnads r equirinq lientical rates, or because of other 
z:rcumstances to be determined by the Director. Additional analysis may 
3Iso be cerfc rmed as circumstances require. The guidelines contained in 
Sec. 404.25 are applied in the steps identified in appendix A to this 
cart. 

;b) .3. separate ratemaking calculation is made for each of the 
LJllowlnq G.S. pilotaqe areas: 

.:rea 1 --t:,e St. Lawrence River; 

.A r e a 2-e 'Ldke Ontarro; 
Area 4 --Lake Erie; 
.A f e a 5 - - '_ ?. e naviqa'ble waters from South East Shoal to Port Huron, MI; 
.-. - ‘-ea 6--Lakes Huron and Michiqan; 
.--. -' e 2 -' - - ': .-. 2 5 t . :4u r '/ ' 5 i? i v e r ; dnc 
.;. r e a 8 - - 5 ake Superior. 

- m 

‘, L F3 :51-7’, ?,;;lr. 11, 1935. Redeslqnated and amended at 61 FR 32655, 
-* -i r: e 2 k .596, ‘/I - and further redesignated and amended by USCG-1998-3976, 

; Cd C?\ j5;3;, 221 -l.C'&j;' , June 29, 19981 

Yr-P-- r-.-L *L c n a 1 :i A co Part 404-- Ratemaking Analyses and Methodcloqy 

Step 1: Projection of Operating Expenses 

(1) The Director projects the amount of vessel traffic annually. 
3dsed upon that projection, the Director forecasts the amount of fair 
?-?a reasonaole operating expenses that pilotage rates should recover. 
This consists of the following phases: 

!a: ,C,zkXissicr: of 5' inancial information from each Association; 
(b) decermlnation of recognizable expenses; 
Ic! arjjustment for inflation or deflation; and 
id) final projection of operating expenses. Each of these phases is 

retailed beiow. 

Step :.A. --SuomLssion of Financial Information 

; 1) tdc h Assoziatron is responsible for providing detailed financial 
information to the Director, in accordance with part 403 of this 
znapter. 

http:.?frwe...: ~et-cfr.c~i’.‘TITLE=46~PART~404&SECTION~1O&YE~~1999&TYPE=TEX S/I I/W 
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TABLE A.-OISTRICT f 
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step3.Pru~dreuenu3 ,....,..... .w..- . . . . . . . . . . . . . . . . . . . . . - ..,..... l . . . . . ---.w . . . . - . . . . . . c . . . . . . . - . . . . 

. . . . . . . -.*..<. $1,3J3,091 

S~4,Mcumxlol-benc --..-... -..- . . . . . . -- . ..-......,....-.....,. q -,” ..,...,. n .,...,.................” so 
Skp 5, Oeterrnhdm of targa: r.lam-l on lnwsvnonr * . . . . . . . . . . ..* .,..................................... --a.------- 
Slap 6, Adjustment determfnati -..--- -..-.--.-.- . . . . - . . . . . . ..I.....” .,,.,,.” ,,..,,,....u ,..,,.,,...” ,.......... . . . . . . 
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The actual 1908 obaervad increase for 
each Dirtrrct was then combined with 
the ptolocted 5% dwresse in traffic far 
1999 to wxablish an overall change in 
trjffic i-am 1097 IO 1999. For example. 
in 1998. Dirt&! I oxporlenced an 
average 36% increase in brrcige houra 
over 1997. Corkdaring tha projaed 
5% r+d\l::iqn in 1999 fzurn 1098 :ove!s. 
this reruito~ in an overal; projected 
inccare of 31”A Lc 1999 ovu 1537 
level, (36% - 5% = 31%) for Distr:ct 1. 
For the 1999 rJlem:klrq. eech Di3trict’s 
approved 199: expenses were adjusted 
for inflation (Approved Expenses; 1 
(1 clnflat:on Fac:or)j rnultlplled by rhe 
d&iQg-iG purLanlege cn3s.g!? Of CiiI'tiC 

prolectad for ach Oi>~;trt~t over 1997 
lcvals. LVc than Iacrorod in tie 
pcrc,an:age oi A$soclatlon expenxep that 
c5ange In relatron to 3 change .n kaffic 
(pilotage kours). ~IuIy6i6 irrdicates that 
57% of A9,ocratton expenses are 
affecmd by d chanse in pilotage hours. 
For example, m Dletrlct I. pilb-age 
hour5 fx 1999 are projectad to ~nctea~e 
31Oh aver 1997 IeveIr. which IS 
multiplied by 57 O/b ( 31 2: 57 = 1s: :cl 
project that Dijtrlct I’S oporatlog 
expewe~ should increase 18% In 
rerponse !o the projected tr.crcase In 
pjlotage hou.3 for 1999 fron 1997 
iowls Therefore. the ‘oIlowing formula 
wap uriilzkd to f~rojccr ‘1999 expenras 
((Apprwbd IQ07 expenjm x 
[l+lnflstron factor) 4 :I+[ 31 x 5?):. !n 
the cc~ of Dkcrict 1. in ordet to 
rIlCXipOi~~~ approved transportation and 
trarnmg costs into the rata. MI additio& 
$86.000 WAS added !O Diotrict I’S 
expanse ba3e for tho 1999 rotamaking. 

Ike Commenterj. the District 2 
Pilots’ Asrociatlon end their acc0untir.g 
firm. requsstca an explctnstion of why 
and how their pilot boar e~panrec were 
re4uced for the 1999 Rare RO\~QW r(B 
CFR Fart j 40-1 5 a~~ebllshes tne 
guidollner for the Dirsc:or of Great 
LaJcor Pliataga In determIning whether 
expenses will be rac~gn~zed in the 
zUe.naking process. It Jpcclflbs rhar 
each oxpence ~twn be evaluated to 
determine whether It 1~ noco~rery fgr 
ths pruv~s~on of pilotage service and of 
60. whether i: is wdsonab~e, that i9. is 
it compqmble or al.nllar to the tixpcnaeJ 
paid by orhem In the mulrlme innuetry 
for the Jame ,eNIcs 3r rrem. Pilot boat 
oxpensas in District 2 average SI 76 per 
trip. whetws in Dirtrict I. they average 
Sl10 and IIJ Uistrlct 3 thrs average S&3 
par trip. Dictria 3 contracts all pilot 
boat renVicPs while Diytncts I and 2 
utlliro ;rfEliacsd cornpanIcs bwnod 
totall:, or panlally by ngistaed p~lotr. 
IO provide pilot boat securer. Thece 
affikttod comprnie, teponac! a Ned 
inwmrr Jf s.520 u-t D~rvlct I rnd 

$70.506 Ln District 2. in 1997. In Dlatrict 
2 Erie Loaoing’s net income of S70.506 
reprosonto 0 19% return on total 
equipment and property leu land of 
S~72.270. To brq pilot boat expen~a~ 
In line with Districts I and 3. tho 
Director is reducing Diszict ?‘s expense 
baye bv 545.602. This deduction 1s 
!n:qaded to offfret Ens Loacl~s’p net 
incomn of 570.508 from operations. 
Ttu~. in effnc: red-3 Erm Lccurng’r 
net income to 32~.804. which represents 
a 6 69% return 02 Erie LeasIng’s 
property end equipment. When tllir; 

offset IS appllod against the 1997 pilot 
boat expanses, IL reduces the cllot 502: 
Cd,.j: In D~5i‘ict 2 tc Ei5-4 dr trip. 

Two commontar~. tie B istrict 1 Pi:o:s 
A~ocla’~on and District ~‘3 accour.ting 
firm. dijqraed with the result, oi the 
cozn cwtlon thaw dnfarrrcined the 
num t er of pilots reqllred for :herr 
respective Dirtricty. in DiJtricr 1 that* 
di.wgrarci ~101 ‘he number of piloti- 
requlreti In AM 7. iaks On:ario. 46 
CFR PER 4&1 cle~!y establidhsr the 
mothodoloay or: doiermlnlng 111s number 
of pilots requlrmj f->r etch am: “The 
basis for the number oi pilots needed In 
each area of undesignated wa:er is 
eetabiished by di*Jldrng the projwtcd 
bridge hours by 1803. In 1998. IJILt-ic.t 
I La;e Pi1313 rdcoked a tot.51 of 6,335 
bridge hnurs or. thti gndesienated waters 
of Lake Ontzrto. Thg 1989 Rate Revieiv 
r/rojecteci a 3% decrease ro;.;lting i.7 a 
prOJ0CtlOn of 0.018 bridge hour: for 
1989. The number of slot; rquirod ;Y 
then determkad by dividing 5.018 bv 
l800: the focult ic 3 34. which for t,Je 
purposes of *he 1399 Rata Review, ‘tias 
rounded up to i pilots. District Z’S 
accounting ;irm dijagecd with the 
standard of 1800 houn used to 
determine the numbclr of pilota in 
undsslgnated water). and inciuded 
delay. ddl~l~tl~n qnd :lot navel hours 

P together with brldgo 13ura to calculate 
the number of Filgts required in DiJtr:ct 
2. AJZ,~I\I 45 CFR Part 404 establidhwi 
18Oo bridge hours [dotentisn, delay. end 
ravel hours we not included; as tlrv 
work stuldard ufod to dstwmtne the 
number of pilots required on 
undmignated waters. 

On0 COmmentei. *Lhe Dicubc 2 Pilol3’ 
Armxatron. questioned the doL!uctlon 
of 53.328 In “combined txDensl; ” As 
explalnod III note 3 of the iQQ7 
Director’s audit, of ~3.2~8 incurrt 4 Losal 
expenses. on0 half. $1.664. was 
decucted bmure exponsec r&tin,: ;o 
lobaying are not allowed for mttma ting 
pl~rposa~. 46 CFR, Pan 404, fj 404.5. 

TWO com;llentors. the District 2 Pi1 )ts’ 
Association and District’s 2 accountir.; 
firm. dlaagraed wkh the deduction of 
daily yubsistenca unounts bat did not 
conhm (0 fKf?i 8uidahnaj. 46 CFR 



Lakes Pilots Association, Inc. 
Great Lakes Pilotage Rate Computation 

2000 Methodology-1999 Financial Information 

Step 1 - Projection of Operating Expense 
------------------------------ ---------_ 

Pilots salaries and expenses 
Less: Wages 

Hospitalization insurance 
Disability insurance 
Group insurance 
Pension & profit sharing 

$ 

Pilot boat 
General & administrative 

Total operating expenses 

Less: St. Lawrence Seaway Development 
Corporation adjustments: 

APA lobbying costs 
Business promotion 
Charitable contributions 
Workers compensation dividends 
Erie Leasing 
Pilot boat service revenue 
Dispatch service revenue 

Less: Director's adjustments: 
Training expense 
Legal expense 
Continuing education expense 

Total recognized operating expenses 

Adjustment for inflation: 
Recognized expenses 
Inflation factor 

Adjustment for decrease in pilot hours 
Recognized expenses 
Factor 

Decrease in pilot hours 

Total projected operating expenses $ 

$ 2,049,756.00 
900,291.00 
125,555.OO 

4,462.OO 
13,550.oo 

304,031.00 (1,347,889.00) 
___------------ ----------a--__ 

701,867.OO 
303,283.OO 
401,908.OO 

--m-w--------__ 
1,407,058.00 

9J20.00 
974.00 
100.00 

67,527.OO 
52,559.oo 

100,899.OO 
80,515.OO 

--------------- 

354,341.oo 
19,027.oo 

(40,000.00) 
_-------------- 

761,996.OO 
3.10% 

--------------- 

785,618.OO 
57.00% 

--------------- 
447,802.OO 

-5.00% 
--------------- 

(311,694.OO) 

(333,368.OO) 
--------------- 

761,996.OO 

23,622.OO 

(22,390.OO) 
--------------- 

763,228.OO 
=============== 



Lakes Pilots Association, Inc. 
Great Lakes Pilotage Rate Computation 

2000 Methodology-1999 Financial Information 

Step 2 - Projection of Target Pilot Comp 
_____-----__---------------------------- 

Area 4 
_----- 
First mate compensation $ 
Number of pilots required X 

Area 5 
_----- 
First mate camp times 1.5 $ 
Number of pilots required X 

Projected target pilot compensation 

Step 3 - Projection of Revenue 
-------------------------------------- 

Per 12/31/99 financial statements 
Pilotage & detention 

Step 4 - Calculation of Investment Base 
----___-____-----_--------------------- 

Step 5 - Target Rate of Return on Investment 
-----__--___-------------------------------- 

1999 average annual rate for new issues 
of high grade corporate securities 
as determined by the Market Finance 
Division of Department of Treasury 

103,644.OO 
5s 518,220.OO 

-------a--- 

155,466.00 
8 1,243,728.00 

----------- --------------- 
$ 1,761,948.00 

--------------- --------------- 

$ 2,546,274.00 
--------------- --------------- 

$ 
483,770.OO 

--e-----------m 
--------------- 

7.04% 
-------------a- 
-------------e- 

. 



Lakes Pilots Association, Inc. 
Great Lakes Pilotage Rate Computation 

2000 Methodology-1999 Financial Information 

Step 6 - Adjustment Determination 
------------------------------------- 

Investment base - 1999 base 
Rate of return on investment 

Return element 
Interest expense 

Net Income 

After Adjustment 
----------------- 
Projected revenue 
Projected operating.expenses 
Projected target pilot compensation 

Operating loss 
Interest expense 
Income tax 

Net income 

Step 7 - Adjustment of Pilotage Rates 
------------------------------------- 

Revenue required - Step 6 
Projected Revenue - Step 3 

$ 483,770.OO 
7.04% 

--------------- 
34,057.oo 
(6,060.OO) 

--------------- 
$ 27,997.oo 

---- =========----== 

Total 
a---- 

$ 2,569,233.00 
(763,228.OO) 

(1,761,948.00) 
--------------- 

44,057.oo 
(6,060.OO) 

(10,000.00) 
--------------- 

$ 27,997.oo 
=============== 

Total 
----- 

$ 2,569,233.00 
2,546,274.00 

--------------_ 
1.0090 

=============== 



LEASE EXPENSE - PORT COLBORNE FACILITY 

The April 14, 2000 NPRM disallows $4,800 of rent expense 
associated with a facility located at Port Colborne, Ontario. 

CFR REQUIREMENTS 

46 CFR 404.5 Paragraph 3 states the following: 

LEASE COSTS FOR BOTH OPERATING AND CAPITAL LEASES ARE 
RECOGNIZED FOR RATEMAKING PURPOSES TO THE EXTENT THAT THEY 
CONFORM TO MARKET RATES. IN THE ABSENCE OF A COMPARABLE 
MARKET, LEASE COSTS ARE RECOGNIZED FOR RATEMAKING PURPOSES 
TO THE EXTENT THAT THEY CONFORM TO DEPRECIATION PLUS AN 
ALLOWANCE FOR RETURN ON INVESTMENT (COMPUTED AS IF THE ASSET 
HAD BEEN PURCHASED WITH EQUITY CAPITAL). THE PORTION OF 
LEASE COSTS THAT EXCEED THESE STANDARDS IS NOT RECOGNIZED 
FOR RATEMAKING PURPOSES. 

COAST GUARD ACTION 

The 1997 audit report issued by the Director's independent CPA 
states the following: 

During our fieldwork we noted payments to Erie Leasing Inc., 
a company formed primarily to rent equipment and property to 
the Association. Included in this arrangement is a house in 
Port Colborne, Ontario rented for $1,200 a month to the 
Association. Based on discussions with realtors in the area 
and a search of the internet, we found that the fair market 
value in an "arms length transaction" was not more than 
$1,000 a month in Canadian dollars. While this house was 
used for temporary accomodations of pilots and the cost of 
individual motel rooms would be much higher, an adjustment 
of $400 a month or $4,800 annually would be called for to 
adjust for the economic fair market value of this 
transaction. 

The September 13, 2000 SNPRM states the following: 

One commenter, 
the independent 

District 2's accounting firm, disagreed with 
auditor's reduction of $4,800 a year in 

total rental expenses for a six bedroom house rented to the 
Pilots Association by Erie Leasing, an affiliated company. 
The house is used as temporary accommodations in Port 
Colborne. The auditor's adjustment is based on the fact 
that similar accommodations in the area rent an average $400 
a month less that the Association pays on a monthly basis. 

The Director indicates that market rates were established only by 
calls to realtors and research on the Internet. The Director has 
never produced any of this research or proved to what extent this 
research considered property comparable to the Port Colborne 
facility. 

1 



The rental house at Port Colborne is not what one would call a 
%tandard" house. The facility contains six bedrooms, six 
bathrooms, phones in each individual room, and a radio to monitor 
all ships in the Welland Canal. The facility also includes a 
chart room with up-to-date charts and publications where agents, 
users and fellow pilots can call and get accurate answers to 
their questions. This room, in particular, is a great safety 
tool. 

The facility is used by fourteen pilots and numerous drivers. It 
is located just minutes from stores, restaurants and the pilot 
boat station where the pilots board their next assigned vessel. 
The facility gives the pilot a familiar place to rest before 
taking his next assignment. 

The current cost of leasing this temporary accommodation is 
$1,300 per month or $15,600 annually. The cost of a motel room 
for the 415 nights which the pilots and drivers use the facility 
results in an annual savings of $21,580 (based on $52.00 per 
night). When 831 one-way taxi trips (based on $10.00 per trip) 
for the pilots are added to the motel cost, the combined cost is 
$29,890. The annual savings totals $14,290. 

On August 8, 2000, Mr. Tom Lawler, Chief Economist, Great Lakes 
Pilotage, and his independent auditor both acknowledged to 
District 2's staff that they now realized what a great savings 
the Port Colborne facility is and they were going to approve the 
rent payments in full for the 1999 audit. The rental payments 
should also be allowed in full for the 2000 ratemaking. If 
District 2 did not lease the Port Colborne facility, the District 
would incur nearly $30,000 in motel and taxi costs. District 2 
should not be penalized for developing a cost efficient means of 
providing temporary housing for its pilots and drivers. 

2 
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TITLE 46 --SHIPPING 

DEPARTMENT OF TRANSPORTATION 

PART 404 --GREAT LAKES PILOTAGE RATEMAKING--Table of Contents 

Ser. 404.5 Guidelines for the r ecoqnition of expenses. 

(a) The foil owing is a listing of the principal guidelines followed 
by the Director when determining whether expenses will be recognized in 
the racemaking process: 

(1) Each expense item included in the rate base is evaluated to 
determine if it is necessary for the provision of pilotage service, and 
if so, what dollar amount is reasonable for that expense item. Each 
Association is responsible for providing the Director with sufficient 
information to show the reasonableness of all expense items. The 
Director will give the Association the opportunity to defend any 
expenses that are questioned. However, subject to the terms and 
conditions contained in other provisions of this part, expense items 
that the Director determines are not reasonable and necessary for the 
provision of pilotage services will not be recognized for ratemaking 
purposes. 

(2) In determining reasonableness, each expense item is measured 
against one or more of the following: 

(i) Comparable or similar expenses paid by others in the maritime 
industry, 

(ii) Comparable or similar expenses paid by other industries, or 
(iii) U.S. Internal Revenue Service guidelines. 
!3) Lease costs for both operating and capital leases are recognized 

r‘or ratemaking purposes to the extent that they conform to market rates. 
In the absence of a comparable market, lease costs are recognized for 
ratemaking purposes to the extent that they conform to depreciation plus 
an allowance for return on investment (computed as if the asset had been 
purchased wit.h equity capital). The portion of lease costs that exceed 
these standards is not recognized for ratemaking purposes. 

(4) For each Association, a market-equivalent return-on-investment 
is allowed for the net capital invested in the Association by its 
members. Assets subject to return on investment provisions are subject 
to reasonableness provisions. If an asset or other investment is not 
necessary for the provision of pilotage services, the return element is 
not allowed for ratemaking purposes. 

(5) For ratemaking purposes, the revenues and expenses generated 
from Association transactions that are not directly related to the 
provision of pilotage services are included in ratemaking calculations 
as long as the revenues exceed the expenses from these transactions. For 
non-pilotage transactions that result in a net financial loss for the 
Association, the amount of 

Wage 42611 
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the ioss is not recognized for ratemaking purposes. The Director reviews 
non-pilocage activities to determine if any adversely impact the 
provision of pilotage service, and may make ratemaking adjustments or 
take other steps to ensure the provision of pilotage service. 

(6) Medical, pension, and other benefits paid to pilots, or for the 

http://frweb..Jget-cfi.cgi?T‘ITLE--46&PA=l999&TYPE=TEX 8/ 1 l/O0 



Lakes Pilots Association 
Votes to Financial Analysis 

31,0ecemberl997 

1 ~ACKGR~UNOANOORGANIZATION 

Under the Great Lakes Pilotage Act of 1960 (Public Law 86-S%), foreign vessels that operate in 
certain “designated waters with in the Great Lakes and Lakes Pilots System are Required 
to take on board. and be dlrec;ed. by a registered pifot.“The Great Lakes encompasses Lake Superior, 
Michigan. Huron, Erie and Ontano. By mutual agreement by the United States and Canada, these 
pllotage sewices alternate between the two countries. The Pilotage Act vests the Secretary cf 
Transportation with the responsibility for setting pilotage rates, based upon Projected traffic. the target 
pilot compensation and antrcipa:ed pilotage expenses which will be needed to serve this traffic. 

Three districts have been established for the waters of the Great Lakes and each association of pilots has an 
exclusive license to provde the pilotage services within each district The Lakes Pilots Association, Inc. 
provides the services in Distnct 2 covering the Lake Ene and the Detroit and St Claire Rivers. 

On December 11.1995, the SecretaryofTransportation transfenedresponsibilityforadministration 
of the Great Lakes Pilotage Act from the Commandant of the Coast Guard to the Administratorof the 
St. Lawrence Seaway Development Corporation (SLSDC). Among the responsibilities transferred was 
the setting of Great Lakes pilotage rates. Two of the pilots districts filed suit and eventually prevailed on 
appeal to have this decision reversed and responsibility was restored to the United States Coast Guard. 

’ RENT EXPENSE 
During our field workwe noted payments to Erie Leasing, Inc.. a company formed primarily to rent 
equipment and property to the association. lnduded in this arrangement is a house in Port Colbome, 
Ontario rented for f 1.200 a month to the association. Based on discussions with realtors in the 
area and a search of the intemet we found that the fair market value in an “arms tenth transaction’was 
not more than S 1,000 a month in Canadian dollars. While this house was used for temporary 
accommodations of pilots and the cost of individual motel rooms would be much higher an adjustment of 
S 400 amonth or S 4,800 annually would be called for to adjust for the economic fair market value of 
this transaction. 

3 CEGAULOBBYING EXPENSES 

The association incurred incurred 53,328 in legal expenses relating to meetings and dicussions by their 
lawyers with their Congressman. Per regulation 407.05-8 lobbying expenses are not allowed for rate 
making purposes. Our adjustment of S 1,664 is one half the cost of the of the legal expenses assotiated 
with these meetings and discussions. 

4 AMERICAN PILOTS ASSOCIATION OUES 
&-, .-. 

Our examination of the associations an&f audited financial statements noted APA dues in the amount 
of S 10,560.This amount includes S 1.584 paid for lobbying which, in accordance with reguation 
33 CFR 407.05-8, is not allowed for rate making purposes. Our adjustment consists of dues 
associated with lobbying. 

5 REIMBURSED PILOT BOAT AN0 DISPATCHING SERVICES 

3uring the year the Corporation recieved and reported revenue from the Western &?at Lakes Pilots 
ssociation ( District 3) and the Canadian Great Lakes Pilots Association totaling S 137.020. This amount 

is comprised of pilot boat revenue of S 77.570 and dispatch service revenue of S 59.4s0.‘2 - . 

These reimbursements are adjusted out of the expenses as a reduction in costs for rate making. 
3 +- :,--. .-*. ” - 
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5 404.5 astablisllm IRS guIdelines (IRS 
publication I 7 “Your Federal Income 
Tax”) as one of the teats used to 
darermine ho reeeonablencss of ~JI 
ex3anre. A copy of IRS publi-non 17 
can be obtaIned by contacting rhe IRS at 
~-~OO+IZQ-IO~O. or by visitlng thorr 
IVeb Site af W.4W.fFI.S.gov cr 
)srcnu IRS. umeas.gav. 

One commenter. Dijtnct 2. roquos:ad 
a spy of Ihe ICI07 audit. A co y of thd 
1397 Director’s Audit ww P rnal ed :o 
DlSUlCt 2 in June l999. A cop*/ of The 
Dlrcrc:or’r audit IJ ~SO incl!Jded as p”: 
or- rho docket supporting thus 
rulamak~rig (USCG1999409i3) 

Ona commentor. Dtsn3ct Z’s 
accc~ntln~ iir.3. dlsagraod WILLS :hs 
:ndopondont auditor’3 reauction from 
~hc axponca 5~641 of $947 for buctnesr 
promouon. S~30 in contribuuons. clnd 
S1.988 as uniforms 9xpama Thc~r 
dadcctlons LCB juctlfled beauye theso 
apansos are not directly .aJatcd to [Ilo 
provision of plloU~4 (46 CFR 5 404.S). 

One commentor. Dibtrict 2’~ 
accoun:ing firm. dicoped with the 
indapanden: auditor’o teduction oi 
%.a00 a year in total r8ntal 3xpenses for 
a ix bcchom house, ra~~tod to the 
Pilots’ Ay$ociation bv Erir bactng, an 
affiliated company. ‘?he hourr u uroci es 
rompomsry eccommodations in Porr 
Coiborn. Tho auditor.8 ediu~trxant IL 
baJed on the fact rhat similar 
accommodaticn~ in the area rent an 
average $400 a month hcc than the 
Asscdation pavs on 3 monthly bas:s. 

On0 c3mmedter. tht Di~tict 2 Pilots’ 
AwclXian, diMgreed with tha 
independent audit&r reduction of a 
portion of tha expeatoc related to 
Association dues uaid to the American 
Ptlctr’ rtrr0cio:ioi. This deducxon 1s 
justified bccauro the reduction consists 
oi dues nFsociated with lobbyuq. 
Expenses rrlatod to lobbying a.-c ncr 
recogn~reC for ratermklng p~-rrpose~ (46 
CFI; f; 404.s). 

One c~mncnlc, t!a rwprwctntshve ior 
the DiWic: 1 Pilots’ Asaxfation. 
dlsagmed with the p.roposod amount of 
r45.000 budgeted for w scrnca and 
recommended S56.000. ‘Ile 
racommondatlon is valid and Distr.ct 1%~ 
expanse baJa IS adlusrod accord;r4!y to 

rcflac~ an expected CY SONICB expense 

[he Dls:rict 1 Piiorc’ ,~sao&tion. 

ofSS6.000. 

dAagruad w-tth rho proiecd 2.8% 
decrsose :n opcrattig expen3a~ ior the 
I9118 nnvicationai season in .\rea 2. 

One common~or. the mpreSOAUtiVO for 

consldermg the 2396 increase In btid;;c 
houn cxponenced horn 1991 :o 1988. 
This 2 3% docoase 1s consistent with 
(ho data. !MUIUJC tie number of pilots 
autborlzod in .Araa 2 IA 199: wac in 
CIXCCY of what wan requirud to operate 
affic~anrlv LII the arca. In both 19-97 and 
1996. !;vd p:iots were ~~thorizad in 
hraa 2. !I\ 1987 and 1996. t$e Jaal 
bndgr: !~oun worked in h-t~ 2 wore 
~.~a0 nnd 5.335 &oats rea?actlvaiv. Thcl 
md-lodoiogy far determmng t!!a - 
number o’ pilot3 required. as -Plainad. 
III 46 CFR Pan 404. results 13 J 
rtqul:e3enr of 2.8 or 3 21lot3 In 1997. 
and 3.5 or 4 p~tors In 168. Buod on 
bridge hour prujectiom for 1988. the 
1999 Rate Rev~ow calctllatcd that four 
pilots e roqulrod :n Area 2. TIis 
equates t3 a reduction oi appruximrtely 
3103.511 in pilo1 campenaation. thur a 
reduczton ~3 expenses or tote1 Mvenue 
raq>ired lor Area 2, 

rw3 c3tnme3ten. tic Distric! 2 Pilota’ 
,?sJoaa:ian accounting firm and the 
DLtric: 3 Pilotn’ ,\eoociRtIon. disrgreod 
with lhe use o! the 2.1% inflation factor 
Q_rred ;n the calcuiationr for r!le 1999 
Rare Review, as tie figure tolled to 
account for incation experioncad d*Jrlng 
the 1099 navqational bw33on. Upon 
Eurhr raviaw. tha Ca.ut Guud a+jro9c 
with &c commcntar and hae adjutiad 
rho expanse base of each of tha Pilotsge 
Disuictr to reflect the chaage in the 
Corscmer Price Index borz tha cloca of 
:!~a 159; season to Docombar 1999. Thu 

equrree :o a 3.1% inflation fncmr. 
Two ccmmentem. the Discin 2 a3d 

Ois~c: ? Pilots’ .ircoc~etinns, disagreed 
with the Coast GLarci’i caicldiation of 
~nveccc-~ant Barn for RC~JC 011 
in~~es:.:enr purposes. statmg bar it 
shoelid take into account all assets 
employed In suppon of pIlotage 
operations. One ammentcr stated the 
rate of return should be an7uatirad. 
Pince tie rates wcro lart adiustad in 
1997. !r, calculating the rata of return 

of urh se&t, .NouJd *ncouragc Pilot 
Auocietlon~ fo cnnocoraarlly InLlaro 
theu Invesfment ijasa and provide Jn 

the but Guard only considars ?ropert;l 

addikoaal source oiromrn not avaliJolt: 
to other ;)rrvata bwlnesos. Anaiysls of 

and equipment. &KJ,UC urh asaetj 

p~iot Juociations’ investment i303c 

hold on deooslt bun interest. Inclurlon 

indicatad rhat since tea concept of 
Return on hveccmant we3 introduced 
Into the ratam&ng mothudologll. 
DIS~IC~J ? and 3 p111y :ncroa>ed heir 
lnvo?rtmant arro. In DietrlA 2. thn 
Invcutmont 9asa rou fTom sm.488 In 
1995 to S413.998 in 1998. of which only 
SIIP.OII wu propeny and cqulprr.ent 
In DLSUIC~ 3. t!a bvesinon! Base soared 

from StlQ 823 In 1995 10 SCG1.096 in 
1996. and or.iy S15 583 was property 
wd equtpmont. The Coast Guard 
lsceored Rcnrn on in;.estzent (~0:) 
into each of ~16 Rate Rav~ewr clnce the 
rata war0 IUt sef in 1997. The 1998 
&view considered the appropriate ROI 
and culc&ted tiar rate6 ,,‘lould be 
lowered an average of 3%. The 1999 
R;rte Review utilized 1 6.89% ROI to 
datermine rate~. However. III view oi the 
fact that the 1000 :ateJ will :ppiy ior n 
potion of the 2000 ruvigational scrucn. 
th ROI for &e 1999 Rata Review has 
been adjujred to reflecr rho 1999 averag? 
return on htsh trade corporate bond3 of 
7.04%. The expense base for each 
District ~111 be ac!juJted acccrdlngl;’ for 
the purpo~ec ot thle SNPRM. 

One cozrnenter, the Dijtria z 
accounting frrz. commented on the fact 
that the Coast Guard did n31 reply TV 
their oornments on tht 1998 .Qto 
Review. Rorr~onees :o all c3mmenrg 
rbcsived on &e 1QQa RAIN XOVI~W XOTJ 

bafd. They U’C~W no: publi$h3d 
FUSS tie Cooat Guard determined 
that the 1997 rates fdll w\thin a 
acceptable ra;lgc and doclded not :C 
change rho rates. WJOD t3ocSh the 1998 
Rate Rovlew dlcd foi UI average 
reduction In rate3 of 396. 

TABLE A --DISTRICT 1 

The changn discCsEod above ape 
cummaritd lx Tables .i. 3. and C 
below 

Step 1. Pqedan d om~w l ws ..-..-. . . . . . . . . . . ..-....... . . . . . _......._................... 
stro 2. Pqoaofl ul tmge1 LnLcr mmutmJl . . . 

1 %?@3.527 1 S252.SQ7 1 WO.tZl 
. . , . . . . . . . . . . . . 

SbcJ 3. -upctmn 04 -ntJa . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . 
St- 4. C~kution of hwstrnwt bow ..- . . . . . . . . . . . 
Sbo 5. Oac**mww.Im at brget rrcum on bea 
Slog 6. Adjustment de- . . . . .._...._ __ ..* . . . . . . . . . . . . . . . . . . . . ..-.... . ..- ..-....................... 



PROMOTION, DONATIONS, AND UNIFORMS 

The April 14, 2000 NPRM totally disallows business promotion 
expense of $947, contributions of $400 and uniform expense of 
$1,988 as being unrelated to the provision of pilotage services. 

CFR REQUIREMENTS 

46 CFR 405.5(a) Paragraph 2 states: 

IN DETERMINING REASONABLENESS, EACH EXPENSE ITEM IS MEASURED 
AGAINST ONE OR MORE OF THE FOLLOWING: 
(1) COMPARABLE OR SIMILAR EXPENSES PAID BY OTHERS IN THE 

MARITIME INDUSTRY. 
(2) COMPARABLE OR SIMILAR EXPENSES PAID BY OTHER 

INDUSTRIES, OR 
(3) U.S. INTERNAL REVENUE SERVICE GUIDELINES. 

COAST GUARD ACTION 

The April 14, 2000 NPRM states the following: 

In addition to the costs associated with legal expenses, the 
independent CPA firm also recommended additional deductions 
from District 2's expenses . . . $947 for business 
promotion, $400 in donations and $1,988 for uniforms. None 
of these charges are necessary for the provision of pilotage 
services. The Director agrees with the independent CPA 
firms's findings and these expenses have been deducted from 
the rate base. 

The September 13, 2000 SNPRM states the following: 

One commenter, District 2's accounting firm, disagreed with 
the independent auditors reduction from the expense base of 
$947 from business promotion, $400 in contributions and 
$1,988 as uniforms expense. These deductions are justified 
because these expenses are not directly related to the 
provision of pilotage (46 CFR 404.5). 

Business promotion expense of $947 was disallowed as unrelated to 
the provision of pilotage services. District 2 provides pilot 
boat services to lakers. Our revenue from servicing lakers was 
$6,163.00. District 2 advertises and promotes this service as a 
means of generating revenue to offset total pilot boat expense. 
This revenue from outside sources reduces costs for all parties 
involved. This is a reasonable and necessary business expense. 

Contributions in the amount of $400 was disallowed as unrelated 
to the provision of pilotage services. These contributions are 
made to fundraising events by local sheriff and police 
associations which patrol the waters wherein the Association 
operates. This is necessary community goodwill. 

1 



Uniform expense in the amount of $1,988 had been disallowed as 
unrelated to the provision of pilotage services. District 2 has 
adopted a standard uniform which designates the pilot as a 
readily identifiable member of Lakes Pilots Association, Inc. 
The pilots deal with foreign ship operators who do not speak the 
English language and the uniform identifies them as a pilot. In 
addition the pilots come into contact with Immigration, Customs, 
and Coast Guard personnel, as well as dock workers and gate 
security guards, all of whom identify the pilots by their 
distinctive uniforms. Often the pilots embark/disembark during 
the night. The uniforms represent a measure of safety for the 
pilots in that the uniforms provide immediate identification when 
pilots approach dock security in the dark. Distict 2's 
automobiles also have identifying emblems on the car doors. 
Uniforms are a reasonable and necessary cost of providing 
pilotage service on the Great Lakes. 

District 2 has responded to the disallowance of these expenses 
with every audit that the Director has commissioned. District 2 
has repeatedly tried to show that these expenses are reasonable 
and necessary to the provision of pilotage services. Why would 
an organization of professional, intelligent and educated pilots 
incur unnecessary expenses to the detriment of their paycheck? 
Unnecessary expenses reduce the ability of the pilots to achieve 
target pilot compensation. These expenses clearly meet the above 
criteria for recognition as defined by the CFR. Once again, the 
Director has not provided any specific reasons as to why these 
expenses are not allowable. 

2 
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TITLE 46--SHIPPING 

DEP.4RTMENT OF TRANSPORTATION 

PART 404--GREAT LAKES PILOTAGE RATEMAKING--Table of Contents 

(a) The followLnq :s a Listing of the principal guidelines followed 
by the Director when determlnlng whether expenses will be recognized ln 
the ratemaklng process: 

(1) Each expense item included in the rate base is evaluated to 
determine if it is necessary for the provision of pilotage service, and 
if so, what dollar amount is reasonable for that expense item. Each 
Association is responsible for providing the Director with sufficient 
information to show the reasonableness of all expense items. The 
D;irector will give the Association the opportunity to defend any 
expenses that are questioned. However, subject to the terms and 
conditions contained in other provisions of this part, expense items 
that the Director determines are not reasonable and necessary for the 
provision of pilotage services will not be recognized for ratemaking 
purposes. 

(2) In determining reasonableness, each expense item is measured 
against one or more of the following: 

(i) Comparable or similar expenses paid by others in the maritime 
industry, 

(ii) Comparable or similar expenses paid by other industries, or 
(iii) U.S. Internal Revenue Service guidelines.- 
'7' -===a --ccc Fnr '*n&h , ----- -w--e -.#a u--.. operating and capital leases are recognized 

for ratemaking purposes to the extent that they conform to market rates. 
In the absence of a comparable market, lease costs are recognized for 
ratemaking purposes to the extent that they conform to depreciation plus 

an allowance for return on investment (computed as if the asset had been 
purchased with equity capital). The portion of lease costs that exceed 
these standards is not recognized for ratemaking purposes. 

(4) For each Association, a market-equivalent return-on-investment 
is allowed for the net capital invested in the Association by its 
members. Assets subject to return on investment provisions are subject 
to reasonableness provisions. If an asset or other investment is not 
necessary for the provision of pilotage services, the return element is 
not allowed for ratemaking purposes. 

(5) For ratemaking purposes, the revenues and expenses generated 
from Association transactions that are not directly related to the 
provision of pilotage services are included in ratemaking calculations 
as long as the revenues exceed the expenses from these transactions. For 
non-pilotage transactions that result in a net financial loss for the 
Association, the amount of 

[ (Page 42611 

the loss is not recognized for ratemaking purposes. The Director reviews 
non-pilotage activities to determine if any adversely impact the 
provision of pilotage service, and may make ratemaking adjustments or 
take other steps to ensure the provision of pilotage service. 

(6) Medical, pension, and other benefits paid to pilots, or for the 
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dtible effect on tke actual 
p~&on of pilotage seNices. 
Therefore, we are diallowirq these 
Iceal cxb ior the purposes or tks 

naking tsl8.900 in DiYtk! 1, 
>-d,869 in Oistnct 3). 

FurLhermure, the Director be!ievtJ 
b2t 3 major portion of the remai-.in& 
egal costs, even after diAlowanct fk 
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htict 3: 556,203. The Dkecwr :nce~~& 
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~pmsx; 51.26; ci Inrhich was &-KC!, 
laMI to likgakon. Th.m5fore, m UIC 

/ 

)Xnie Of tUlY dKUmt3lLlti0n to jcstifj 
tic kgd cxpm5cs, the Din~:or. for 
tetig purposes, is disallowins 
12.884 in k al expnsc~ ior D%Ic: I. 
.rL7ennore, % (rcaue ther? Wl5.T nc 
;al ~pertses r&Led t0 IitigadOn in 

sticts 2 and 3, the Dbxtor Ls 
~a!.J0Wtig521,151P~ IXtxid 2 and 
6.203 f’or DiLjtict 3. 

L-t addition to the costs tbsociateci 
tb le& cxptxnscs, the independent 

irEds :c?CUlXDEIdfX! ad&t;‘onal 
~~cti0PS f:Om DiMtiC: 2’s ex-mts c; 

:mJuJd of s-moo for cverpc;y~t of 
t. $947 ior busirtcss promotion 5400 
d~natiom. and 31.988 for u,~‘G~s. 
ne ?f hfse CkJiW a:e nece3snr; !or 
prowion of pi otage P GW-~C~S. he 

ec?or agrees with the indep&ent 

Methawoyy St. Lawrence zwl 1 t&L i-oEL 
Bc,rotl dopmxlng 0Xp4m~6 . . . . . . .._ -............._ . . . . . . . . * . . . . . . . . . . . . . _. _, . . . . . . . . . . . . . . . . . . . . . , . . . . - 5267.152 1 SZJ4.612 ! ss3 7.70-z 
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publlcarion 17 “Your Fbder~l tncomc 
fox”) as ono of Ihe tests used to 
determine the reeeonabfcness of ut 
expense. A copy of IRS publi=uon I 7 
can be okatned by contacting the IRS at 
I-dO0-828-1 040. or by visiting tho~r 
\Vab Site at W-.MVI tRS.govor 
Hlcyw lRS.usrreas.guv. 

One commenter. Dijt-ic! 2. roquor:ad 
a copy of the :907 audit. A co y of t!a 
:89? Director’s Audit wu P ma1 ed :o 
DUUICC t in juns LWB. A COP;' of the 
Drrector’r audit IJ dro mclgdeJ a3 par. 
of the dockdt ~uppoting t.hu 
rulamaklng (USCG1999-6098). 

Ona commentor. Dlrtrict Z’s 
WCG**?tin- -. o 5r.z. disagrwd WI:! :he 
lndopondont auditor’s reduction [mm 
the exponco base of $947 for burtnesr 
promouon. SGO in contribuuons. and 
S1.988 es unIforrns sxperue. These 
Garluctions ara juctifled because thcso 
expanses are not dire+ Aattd to the 
provision of pllotage (46 CFX § 404.51. 

One commentor. Oistrict 2’3 
accounting firm. dieo@ with the 
indapandan: audItor’s reduction oi 
S4.800 8 year in total lYflt2l 9Xp0A5eJ fGi 
a six bedroom house. ranted to the 
Pilots’ A%ociation bv Erir Loaclng, an 
affiliated company. he housr = urod tcs 
tomporaq accommodations in Port 
Colbarn. The auditor’s adiujur.ent IS 
based on the fact t+at slmiiar 
accommodatjcns ir. the area rent an 
average $400 a month locc than the 
Asroclation pays on a rzonthly bss:s. 

One COmmBn.tef. thz Di5tict 2 Pilots’ 
Asmcta:lon, dip?gread with the 
independent auditor’s reduction of a 
ponion of thn txper~~ related to 
.*issociatiun dues paid to the American 
Ptlctr’ Asrocia:ioi. This deducuon 1s 
jurtifiad bccauro the reduction consists 
oi duee n~~ociated with lobbying. 
Expenses r&ted to lobbying wo not 
recognizec! for ratemakq purpose3 (46 
CF”n 5 404.51. 

One c3mmentc, tha representative ior 
the DiWict 1 Pilols’ Arsaclxion. 
d!sagreed with the proposed atxount of 
f45.000 budgeted for c~ SCNIC~ and 
recommended S56.000. ‘I’& 
racommondatlon is valid and District I ‘L 
axpanJe base is adjurtod er.cordingly IO 

rta- an expecled czr fOrvlC8 expenX 
of fS6.000. 

One commonter. the reprerantauvo for 
IlIe DlsXct 1 Pilotc’ ASaociation. 
d:sagreed wrth the proj=ed 2.8% 
decree60 :n operating expenja3 for the 
i9'lQ novicatlonai suson in .\rea 2. 
conslderlng the 2336 increase tn bridge 
ho%n ex?anonced from 1997 :o 1988. 
This 2 a% docrease ij mnsirtent with 
(110 dOtA. 5-u~ the number of pIlot 
lufAor:rdd .;: .t.aa 2 ;n 199; wac tn 
OXCCJJ of .whar WJR rquirad to operate 
afficlant!: rn tso y6a. In both 1997 and 
1998. t;ve p:lota were adthorired in 
hwa 2 III 1987 and 19%. the Jctual 
bndgc .+oun worked in AXJ z wore 

4.580 on< 5.335 hods re~~ectivaly. TLo 

m6cclod0ioqy for dctermratq the 
number oi pxlot~ required. as axplRinad 
~a 46 CFR Fx 404. results ln a 
requi:ezcnr 31 2.6 or 3 ?ilotr in lQQ7. 
and 3.5 or 4 pl!ots ln 1998. Bated on 
brldga hour pmiectioru for 1989. the 
1999 Rata Revlow ceiculatcd that fout 
pdots u-c :oqulrod :n .\na 2. This 
eql;atas t3 3 reduction of approximztoly 
5103.514 In pliot compensation. thur a 
rodtiClon :A expensor or total revenue 
rey.~lred for .tica 2. 

Two comme2ten. the District 2 Pilot,’ 
,A.3socna:lon acso.Jnting firm and the 
Di~acr 3 Pilota’ .Ieoocicltlon. disagreed 
kvltn the <se o! tA.0 2.1% inflation factor 
xed :A [.?a calrJi3tlonr for t!16 1999 
Rata Rctv:ew. as uu figure Lilod to 
account for lntlation exparionod dxrtng 
lhc 1599 navr~attc~nal season. Upon 
fuz&cK CBuLdw. rh4 co&& Guard agroG 
wit5 ;ke c~rr.,mento: ant baa adjuatad 
the expanse base of each of the PiIotage 
Districts to reflect the change in the 
Cacscmer Price Index bon tha close of 
:!IC Ls9i JeaJon to Docembat 1999. Thir 
4 urtes ro a 3.1% inflation factor. 
% wo commentan. the District 2 aad 

Oisrr,ct J Piiot$’ AcrocIPtions. disagreed 
with the CJSY~ G~a.rci’r calculation of 
~nvesman: 5aw ior Rc!urn 011 
invcrt:enI pu.zpc~tr. shting hat lt 
sho*Jid take into account all asre16 
employod in suppon of pilotage 
opctatioAr Onr Commenter atatad the 
rate of raturn should be anaualirad. 
pinto the rates ware Iart rdiustad in 
19QI. Ir. calculating Lho rate of return 

TABLE A --DtSTRICT 1 

the Coast Guard only considers properr;, 
and equipmanr. becawe ulh ~t)13 
hold on deposlt BUM intereat. lnclur~orr 
of cash sotits would ancourage Pilot 
Auociutlons to c~ecorear~ly inflate 
lieu Inveetnent Base and provtde an 
eddiconal u)urcc of ruturn not avallaolc 
to other private burrinerror. Anaivsls of 
pilot 2csociations’ Investment Ba3e 
Indicated thst since t3e concept of 
Return on Invectmonl WYJ inmducea’ 
Into the ratemaiung methodology. 
Dlrtruxe 2 and 3 qoatly :ncrcaJed ~!s~r 
LnvJstment aace. In Oistrl3 2. tbo 
lnvwtmont Bass rose from SZG5.488 II: 

1995 :o S413.998 in 1998. of whrch only 
.$I 16.041 wax propony and equl?rr.knt 
In Dtstrlct 3. the iCvec~W10n: EI.330 9oafco 

hill SllQ 823 in 1995 t0 SQS4.896 in 
1996. and or.iy S15 58J was ?‘Dc~~cT~ 
and cqulpmont. The Caut Guard 
factored Rctirn on In*/estcent (RO:) 
into each of its Rate Reviswc cmce the 
rata were !ast set in 1997 The 1998 
Review considered the appropriate RO( 
and calculated &at ratas snould be 
lowered an average of 3%. The 1999 
Rate Review utilized 2 6.69% ROI to 
determine rates. However, In view oi L!!C 
fact that t.ba 1000 rate3 will apply (or II 
potion of the 2000 rUvigationa1 9ewcn 

the ROI for &e 1999 Rate Rev~aw has 
been adjusted to reflect the 1999 jverag- 
return on hlsh grade corporate bcnd3 of 
7.04%. The expense bse for sack 
Dijzict will be adjruted acccrdlq!; 5: 
the Turpober o( L!Y!S S>?RM. 

One corrrmtntc:, Lhe District 2 
accounting f;irz~ commentzd on t.be iacl 
that the Coast Guard dtd nat reoly t3 
the& mmmencs on the 1998 .?& 
Review. R~cooness :o ail cllmmenrq 
tMuiV8d on be 1Wd Rake ~?evirh XOTJ 

draAod. They were no: pub1 i,had 
because the Court Guard datermlned 
that the 1997 rates f4ll within an 
acceptable range and doclded not :C 
champ ha rates. hen tiocgh r.ie 1998 
Rate Review called for an average 
reduction In rote3 of 3%. 

Swnmery of Prupawd Chmngcy 

The changes diJccsEod ebove arc 
rummarired in Tabias A. 8. acd C 
below 

Step 1. Prqednn ol 0~afA~ orpane~ . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . ..-................... 1 m6.sn 1 3252.597 1 5349.1,‘3 
Step 2. Profutmn d tsrr;et Get cL)mo-wab9l . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.086232 ! 4 l4.S76 I .502,8ja 
Stap 3. Prqubon d mnua . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I l.SS3.391 687.207 ’ 2.021.~9.~ 
Stop 4, C~kulution of invrctment bwao ..-........._, . ..-..-... . . . . . . . . . . . . . . . . . . . . . . . . -.... . . . . . . . . . . . . . . . . 0 I 01 L 
St40 S. O~tuwwutIm d brget mum an In- . . . . . .._... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.04% 7.04% 7 04% 
Stop 6. Adjustment detuminmbon . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ._...__... . . . ..-..- . . . . . . . . . . . . . . . . . . . . . . . I _ I 1.3M.789 &Jr.: ?3 I 2.OSl.B91 
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